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SUMMARY. 

1 . 1 INITIATED FORMAL DISCUSSIONS ON THE PROPOSED THREE 
STAGE FINANCIAL ASSISTANCE PROGRAM WITH FINANCE MINISTER 
MEDINA CARREIRA AND CENTRAL BANK PRESIDENT SILVA LOPES ON 
DECEMBER 1 . TREASURY OFFICIALS SYVRUD AND WILLIS AND 
ECONOMIC COUNSELOR FERRER ACCOMPANIED ME. FINMIN RESPONDED 
POSITIVELY TO THE OVERALL PROGRAM BUT RAISED FOUR QUESTIONS: 

A. GOP WOULD LIKE TO HAVE HALF OF THE GOLD DEPOSIT 
REPLACED BY A CURRENCY LOAN FROM ESF; 

B. WHILE WILLING TO HAVE IMF SUPERVISION ON THE SECOND 
STAGE, THEY WOULD FIND IT POLITICALLY EMBARRASSING TO HAVE 
A RESIDING FUND OFFICIAL ASSIGNED TO PORTUGAL; 

C. THEY WERE NOT REPEAT NOT CERTAIN WHETHER THE GOLD 
DEPOSIT ARRANGEMENT HAD TO BE APPROVED BY THEIR ASSEMBLY. THEY 
MAY, THEREFORE, PREFER TO HAVE ANY ARRANGEMENT MADE WITH 
THE CENTRAL BANK, WHICH MIGHT MAKE IT UNNECESSARY TO 
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BE SUBMITTED TO THE NATIONAL ASSEMBLY FOR APPROVAL. 

D. THEY ARE RELUCTANT TO PROVIDE A WRITTEN STATEMENT 
OUTLINING THE ECONOMIC STABILIZATION MEASURES THAT HAVE 
BEEN TAKEN, BUT WILL CHECK WITH THE PRIME MINISTER, 

ON THE BASIS THAT SUCH A STATEMENT WOULD NOT REPEAT NOT 
REFER IN EXPLICIT TERMS TO THE GOLD DEPOSIT ARRANGEMENT. 

I EXTENDED OUR INVITATION TO THE FINANCE MINISTER AND/OR 
SILVA LOPES TO COME TO WASHINGTON TO NEGOTIATE THE 
FIRST STAGE AS PART OF AN INTEGRAL THREE-STAGE PROGRAM. 

THEY INDICATED THEIR DESIRE TO DO SO, PERHAPS BEFORE 
MID DECEMBER. THEY NOTED, HOWEVER, THAT THEY WOULD 
HAVE TO TAKE THIS UP WITH THE PRIME MINISTER AND THE 
PRESIDENT. END SUMMARY. 

2. GOLD DEPOSIT ARRANGEMENT: FINANCE MINISTER MEDINA 
CARREIRA STRONGLY SUPPORTED SILVA LOPES' SUGGESTION TO 
HAVE HALF OF THE GOLD DEPOSIT REPLACED BY A CURRENCY 
LOAN FROM THE ESF. WE RESPONDED THAT THE GOLD DEPOSIT 
ARRANGEMENT HAD BEEN DISCUSSED WITH MEMBERS OF THE CONGRESS 
AND THE PRESIDENT AS PART OF AN INTEGRATED FINANCIAL 
PROGRAM. APART FROM THIS, WE BELIEVED THAT THE SILVA 

LOPES SUGGESTION WOULD ALSO RAISE DIFFICULTIES WITH 
THE ESF. WE WOULD, HOWEVER, INFORM WASHINGTON OF THE 
REQUEST AND ATTEMPT TO OBTAIN A PROMPT RESPONSE. (SILVA 
LOPES, IN MAKING HIS INITIAL SUGGESTION, HAD RECOGNIZED 
THAT IT WAS SUBORDINATE TO THE OVERALL IMPORTANCE OF 
THE THREE-STAGE FINANCIAL PROGRAM. THE REASONS HE 
GAVE FOR SUGGESTING THIS CHANGE WERE: (A) IT WOULD COM- 
PLICATE HIS EFFORTS TO NEGOTIATE A $300 MILLION LOAN 
WHICH MANUFACTURERS HANOVER AND CREDIT LYONNAIS WERE 
TRYING TO PUT TOGETHER. WHILE THE BANKS WERE NOT INSIST- 
ING ON A NEGATIVE GOLD PLEDGE, HE FEARED 
THAT SOME BANKS WOULD BE UNWILLING TO JOIN THE LOAN 
IF GOLD SALES WERE ANTICIPATED; (B) THE DOMESTIC 
POLITICAL RESISTANCE TO GOLD SALES.) 

3. RELATIONS WITH IMF: THE FINMIN SAW A POLITICAL 
PROBLEM IN THE PHYSICAL PRESENCE OF AN IMF REPRESENTATIVE 
STATIONED IN PORTUGAL, THOUGH THERE WAS NO DIFFICULTY 

IN MAINTAINING CLOSE CONTACTS WITH THE IMF ON THE 
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SECOND STAGE OF THE ARRANGEMENTS. THE POLITICAL OPPOSI- 
TION WOULD PROBABLY USE THE PRESS TO CRITICIZE SUCH A 
PRESENCE. WE EXPLAINED THAT IN OTHER COUNTRIES THE 
IMF HAS OFTEN ASSIGNED A MEDIUM-LEVEL OFFICIAL TO 
WORK CLOSELY WITH THE CENTRAL BANK AND GOVERNMENT, AND 
THIS HAD PROVED USEFUL IN HELPING TO DEVELOP THE 
TIMELY INFORMATION THAT IS NEEDED BY BOTH THE IMF AND 
THE POLICYMAKING OFFICIALS OF THE COUNTRIES CONCERNED. 
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THE MINISTER SAID HE DID NOT REPEAT NOT QUESTION THE NEED FOR 
IMF SUPERVISION OF THE ECONOMIC AND FINANCIAL REHABILITATION, 
BUT MERELY HOW IT WAS DONE. 

4. CONSTITUTIONAL ISSUE: FINMIN WAS NOT CERTAIN WHETHER 
THE GOLD DEPOSIT ARRANGEMENT HAD TO BE SUBMITTED TO 
THE ASSEMBLY UNDER AN EXISTING CONSTITUTIONAL PROVISION. 

THIS PROVISION REQUIRES THAT ANY FOREIGN CREDIT TO THE 
GOVERNMENT OF PORTUGAL OR TO A NON- AUTONOMOUS GOVERNMENT 
ENTITY BE SUBMITTED TO THE ASSEMBLY FOR APPROVAL. FINMIN 
THOUGHT IT MIGHT BE POSSIBLE TO HAVE GOLD DEPOSIT 
ARRANGEMENT BETWEEN THE USA AND BANK OF PORTUGAL SUCH 
THAT THE CONSTITUTIONAL PROVISION WOULD NOT BE APPLICABLE. 

WE POINTED OUT THAT OUR PRACTICE IN SIMILAR CASES HAS 
BEEN TO REQUIRE SIGNATURES OF BOTH FINANCE MINISTRY AND 
CENTRAL BANK AUTHORITIES. FINMIN RESPONDED THAT THIS COULD 
BE A COMPLICATING FACTOR. HE SAID HE WOULD DISCUSS THE 
QUESTION WITH PRIME MINISTER SOARES. 
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5. POLICY STATEMENT: AFTER NOTING THAT A WRITTEN 
STATEMENT OF GOP ECONOMIC POLICY WOULD BE HELPFUL TO USG 
AND POSSIBLY EVEN TO GOP, WE SUGGESTED THAT PORTUGUESE 
DELEGATION BRING SUCH A STATEMENT WITH IT TO WASHINGTON. 
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FINMIN HESITATED AT PROMISING TO PREPARE A WRITTEN 
STATEMENT, NOTING THAT HE, THE PRIME MINISTER AND BANK 
OF PORTUGAL GOVERNOR SILVA LOPES HAD ALREADY PROVIDED, 
BOTH IN PUBLIC SPEECHES AND IN OUR PRIVATE CONVERSATIONS, 
EXTENSIVE GUIDANCE ON GOP POLICY. HE STRESSED THAT HE 
PERSONALLY HAD NO REPEAT NO OBJECTIONS TO PUTTING GOP POLICY 
STATEMENTS INTO WRITING, BUT HE WAS HIGHLY FEARFUL THAT SUB 
SEQUENT LEAKAGE OF SUCH A STATEMENT WOULD CAUSE GOP 
SERIOUS POLITICAL EMBARRASSMENT. FINMIN PROMISED, HOW- 
EVER, TO DISCUSS WITH THE PRIME MINISTER WHETHER GOP 
WOULD BE PREPARED TO PROVIDE WRITTEN STATEMENT. WE 
AGREED TO GIVE FINMIN LIST OF SUBJECTS WHICH WE BELIEVE 
WRITTEN STATEMENT SHOULD ENCOMPASS. 

6. AZORES NEGOTIATIONS: I HAVE HAD SEPARATE DISCUSSIONS 
WITH SOARES AND FORMIN MEDEIROS FERREIRA ON THE RELATION- 
SHIP OF THE LOAN TO THE AZORES NEGOTIATIONS, NOTING THAT 
THE GOP HAD ALREADY AGREED THAT THESE NEGOTIATIONS 
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WOULD TAKE PLACE IN THE CONTEXT OF OUR TOTAL RELATIONS 
WITH PORTUGAL. THEY BOTH AGREED THAT THE LOAN WOULD BE 
TAKEN INTO ACCOUNT IN CONSIDERING A GUID FOR THE BASE. 

I SUBSEQUENTLY INFORMED FINMIN OF MY DISCUSSIONS WITH 
SOARES AND MEDEIROS FERREIRA. 

CARLUCCI 
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